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ETWEEN THE YEARS 1945 and 1948, many Malayan 
trade unionists were active in political affairs. The 
beginning of the Communist insurrection (officially 
styled the Emergency) in June 1948 and the arrest of 
Communist or Communist-supporting union leaders 
brought about the collapse of many unions and a sharp 
drop in total union membership. But the postwar labor 
policy of the British administration in Malaya has 
sought to encourage the development of democratic 
and responsible unions. A special government depart- 
ment, the Trade Union Adviser’s Department staffed 
with British trade unionists, was created for this purpose.' 
In the six and a half years since the Emergency began 
a new trade union movement has been established. 


As the result of constitutional amendments projected 
in 1954, hundreds of thousands of newly enfranchised 
voters in the Colony of Singapore and in the Federation 
of Malaya will elect in 1955 a majority of the members 
of each national legislature. Neither the Colony nor the 
Federation has previously experienced such a measure of 
self-government. On the eve of these elections, it may 
be useful to consider what role the new unions and their 
leaders are likely to play in the broadened scope for 
political activity. First, however, it is necessary to give 
a brief description of the unions, of the hopes held for 
them and of recent 


Mr. Parmer has been in Malaya for the past two years on a 
fellowship from the New York State School of Industrial and 
Labor Relations, Cornell University, doing research on labor 
problems in Malaya. 

1 The work of advising trade unions is the oom 
of a special department only in the Federation of Malaya. 
In the Colony of Singapore advice to trade unions is under- 
taken by the Labour Department. The merging of the Trade 
Union Adviser's Department with the Federation Labour 
Department has long been under consideration and will 


probably take place in 1955. 


The new unions number about 370 and have a total 
membership of approximately 185,000. This compares 
with 425 unions and a total membership of 290,000 in 
the 1945-1948 trade union movement.? The most im- 
portant single group of unions are those of the rubber 
estate workers which have a membership of perhaps 
one-fourth of the total estate labor force of about 
300,000. For the most part they have been ill-organized, 
poorly administered and financially weak. They were 
unable to halt a series of wage cuts beginning with the 
end of the Korean War boom and gained few conces- 
sions in compensation. Their position was most serious 
at the end of 1953—membership was declining, the 
unions were barely solvent, lower rank officers were 
restive and employers were pressing for another wage 
cut. The position improved after mid-1954, mostly 

2 These figures include both Singapore and the Federation 
and were supplied by the Registrar of Trade Unions in the 
Federation of Malaya and the Singapore Labour Department. 
In Malaya, unions must register and give detailed information 
as to their membership and financial position, 

3 Negotiations were deadlocked. Although neutral opinion 
strongly favored a strike, the dispute was referred to voluntary 
government arbitration for the fourth time in about five years. 
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because of fortuitous circumstances—better wages as a 
result of rising prices for rubber and financial assistance 
from abroad. An important development came near the 
end of 1954 when five of the largest of more than a 
dozen unions amalgamated to form the National Union 
of Plantation Workers.’ 

Probably the second most important group of unions 
are those of government employees. They are armong the 
oldest and account for a large proportion of the total 
union membership. Some of them, such as those of 
the railway workers or of municipal employees, are 
comparatively strong and experienced in collective bar- 
gaining. Among the best organized workers in Malaya 
are the civilian employees of the British armed services. 
In Singapore, these service unions account for nearly 
30 percent of the total union membership. Craft and 
building workers, factory and mine workers and em- 
ployees in privately owned transport services have had 
little effective organization since 1948, although they 
constitute well-defined groups 

There are two national trade union organizations, 
the Malayan Trade Union Council in the Federation 
of Malaya and the Singapore Trades Union Congress 
in the Colony. The M.T.U.C.’s financial position has 
never been good, and both bodies have lately sustained 
criticism arising partly out of personal animosities and 
partly out of alleged lack of representativeness. Both 
organizations are affiliated to the International Con- 
federation of Free Trade Unions. 

The unions have a number of well-defined character- 
istics. Of fundamental importance is the preponderance 
of Indian members. This is particularly true in the 
Federation, where nearly three-fourths of all union 
members are Indians and the membership of estate 
workers’ unions is almost wholly Indian. The Malays 
are a minority in most wage-carning occupations. But 
the Chinese are important, if not predominant, in al- 
most every occupation and were very prominent in the 
unions of 1945-1948. Today about one hundred thousand 
Chinese estate workers are outside the unions. The 
Chinese who are active in the unions are mainly clerks. 

One cause of Chinese reluctance to join the unions 
appears to be a tendency on the part of some employers 
and police to regard Chinese participation in unions 


The award recommended wages of between U.S. 65¢ and 85¢ 
per day. A careful ballot indicated that more than “) percent 
of the union members rejected the award and favored further 
negotiations with strike action if necessary rather than accept 
another wage cut. Negotiations were resumed without much 
result, but no strike occurred. The award was described as a 


“subsidy to Communism.” For the arbitrator's controversial 
remarks, see Federation of Malaya, Report of an Arbitrator 
Appointed to Settle a Wage Dispute in the Rubber Industry, 
1954, Government Press, Kuala Lumpur, 1954 

4 See Straits Times, November 2 and 3, 1954. 
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as an indication of probable Communist influence, par- 
ticularly if the Chinese are non-English-speaking and 
of non-clerical employment. On the other hand, some 
Chinese probably have been kept from joining unions 
by fear of Communist reprisals. Morcover, they dislike 
complying with the many government regulations which 
surround the unions and some of them consider the un- 
ions to be government controlled or, perhaps almost 
as bad in their view, Indian dominated. Indian pre- 
dominance is not solely attributable to Chinese refusal 
to participate, for more unions of Indian workers sur- 
vived the Emergency declaration than did unions of 
Chinese, and Indians have appeared more willing to 
join unions and accept responsibility. Until recently, 
the Trade Union Adviser’s Department appeared not to 
have seriously attempted to encourage Chinese to join 
unions, and such efforts as have been made have not 
been successful. 

A second characteristic is the multiplicity of unions 
within the same occupation or industry. Nearly half 
of the unions in Singapore are limited to their place of 
employment. Other unions are organized on the basis 
of race and educational status of the members. Thus 
Singapore has eight unions of school teachers and nine 
unions of seamen. Partly because of this multiplicity, 
the financial position and administration of many un- 
ions are poor. With some success the Trade Union Ad- 
viser’s Department has urged the establishing of general 
or national unions. 

A third feature of the unions is that they are mostly 
found in European-owned enterprises and those few 
Malayan firms which do have unions are the large ones 
and usually conduct their business partly with Euro- 
pean methods. Whereas European and large Malayan 
employers have seldom welcomed unions, middle and 
small Malayan employers tend rather to fear them and 
sometimes have no scruples about the means they use 
to discourage them. 


Union Leadership 

Union leadership comes mainly from a smal] number 
of English-speaking persons who sometimes lack in- 
timate contacts among the large majority of non- 
English-speaking workers. The leaders tend to be civil 
servants, school teachers and clerks, all salaried em- 
ployees, whereas the vernacular-speaking workers are 
usually manual, unskilled or semi-skilled, daily-wage 
laborers. A social and sometimes cultural gap exists 
between them. Some exceptions are found among the 
estate workers’ unions. The Trade Union Adviser's De- 
partment has lately sought to improve its contacts with 
non-English-speaking workers and has urged union lead- 
ers to maintain and develop relations with non-English- 
speaking unions. 
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Union leadership is young and often idealistic but 
not especially hardworking, dynamic or resourceful. 
Parochialism, complacency, a tendency to self-satisfac- 
tion and an inclination to look upon a union post 
(which seldom carries a salary but usually an “allow- 
ance”) as a sinecure are all fairly common. Few leaders 
are aggressive champions of the workers, and too many 
of them rely ultimately upon government support for 
their position. Opportunism and petty corruption are 
not unknown. Nevetheless there are a number of hard- 
working and conscientious union officers, but they seem 
to lack inspiration or are encumbered by the situations 
and relationships in which they find themselves. 

If this brief description does not put the unions and 
their leaders in a very favorable light, it should be re- 
membered that the handicaps to union organization 
have been great. The cultural and linguistic differences 
resulting from Malaya’s multi-racial population, the 
geographical as well as occupational distribution of the 
labor force, a paternal or even authoritarian tradition, 
illiteracy and employer hostility toward unions are all 
obstacles inherent in the social structure. 

Sympathetic observers have hoped that the unions 
would come to fulfill several important roles’ and 
especially that the unions might begin to bridge the 
gulf between Malaya’s major racial communities and 
help to lay the foundation for the building of a Malayan 
national unity as a prerequisite for successful self-gov- 
ernment. It was argued that class solidarity, once de- 
veloped, would cut across communal boundaries. The 
unions’ position was, however, badly shaken in October 
1953, when a prominent Federation union leader and 
advocate of Malayan unity succumbed to communal 
pressures and became involved in a political issue con- 
cerning the Indian community.* Communal feelings thus 
introduced into union leadership circles have been dif- 
ficult to overcome. Moreover, the concept of Malayan, 
rather than Chinese or Indian, unity probably does not 
penetrate deeply among union memberships. Under the 
circumstances, it is difficult to conclude that the unions 
have thus far laid a solid basis for Malayan unity. The 
possibility still exists, but as self-rule approaches and 
political activity increases, the task becomes more dif- 
ficult. In fact the unions are likely to be subject to 
greater communal pressures especially if forces for 
Malayan unity in other fields are weakened. 

It was also hoped that the unions might give strong 
5 These hopes for the unions have been mostly expressed 
orally but published views appear in: T. H. Silcock, “Forces 
for Unity in Malaya,” International Affairs, October 1949, 
pp. 453-65, and F. G. Carnell, “Communalism and Com- 
munism in Malaya,” Pacific Affeirs, June 1953, pp. 99-117. 
See also Alex Josey, Trade Unionism in Malaya, Singapore, 
1954. 

6 See Straits Times, October 11 and 13, 1953. 
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support to groups advocating social and economic re- 
forms and exe;t a liberal or democratic influence in 
Malayan society. The Government has appointed nom- 
inated (not elected) representatives of the national 
trade union organizations to seats on legislative councils 
and the unions have in this way given some support 
to social and economic measures. But these activities. 
have not been as strong as they might have been had the 
unions been larger, more united and better financed 
and the leadership more aggressive. The Government, 
although usually professing sympathy, has not often 
made concessions, probably because of the stronger 
voices of those groups having an interest in the status 
quo and also because of the Emergency. 

The hope that the unions might provide opportunities 
for experience in democratic procedures has been partly 
justified. The democratic organization and conduct of 
meetings, the election of officers and the keeping of 
accurate records and minutes have become established 
practices in most unions and have been carried into 
other fields by unionists. 


Participation in Politics 

The concept of a labor political party building Ma- 
layan national unity through working-class solidarity, 
formulating articulate devnands for reforms, mobilizing 
public opinion in support of them, and sending its repre- 
sentatives to government councils to advocate legisla- 
tive change was easily grasped. Moreover, it was 
suggested that such a party by adopting democratic 
socialism as its philosophy could offer an attractive 
alternative to Communism and provide the answer to 
most of Malaya’s racial and political ills. Nevertheless, 
government officers and others strongly counselled un- 
ion leaders against participation in politics.’ It was felt 
that political activities might lead to division and weak- 
ness and ultimately to a repetition of the events of 
1945-1948—the use of the unions as adjuncts of po- 
litical parties to the detriment of traditional union ob- 
jectives. Furthermore, it was argued that good union 
leaders were too few and it was better to have them in 
the unions. 

The inclination of union leaders to participate in 
political activities and to associate union objectives 
with political means has been strong. Unionists have not 
much debated whether they should engage in politics 
but rather when they should take an active part. Al- 
though there is still no unanimity on the question, some 
union leaders have proceeded to organize and support 
labor parties. 

Unions have been prevented by trade union legisla- 


7 Some government officers did not oppose politics for 


- union leaders but advised against premature participation. 
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tion from raising political funds although union mem- 
bers as individuals could contribute freely to political 
parties. At the 1953 Annual Conference of the Malayan 
Trade Union Council in Kuala Lumpur, a resolution 
was moved which asked the Federation Government 
to amend the law to permit unions to raise political 
funds after the manner of British trade unions. The 
resolution was passed after a long and heated debate 
and the law was amended in January 1955.* 

As for the ideological orientation of labor political 
leaders, they have proclaimed democratic socialism to 
be their creed but, with few exceptions, have not spelled 
out what this means for Malaya. Perhaps the most de- 
tailed statement of aims has been issued by the Labour 
Party of Malaya. Its leaders would have the Party be 
regarded as “an instrument of the People in their desire 
to achieve national independence and social justice” 
and would seek to create “a new age of peace and 
plenty, with opportunity and justice.” Specifically they 
want equal citizenship based on the principle of jus 
soli; free and compulsory clermentary education; Ma- 
layanization of the civil services; complete social security 
and free medical attention; full employment, fair wages 
and a stable cost of living; sufficient housing at reason- 
able rents; security of land tenure; encouragement of 
agriculture through guaranteed prices, subsidies, loans 
and cooperatives; democratic association of workers with 
th: direction and control of the means of production 
by nationalization of major industries where it can be 
beneficially and efficiently done; use of taxation to 
abolish inequalities of wealth; establishment of a volun- 
tary national defense force.’ Such questions as an in- 
dependent Malaya’s membership in the Commonwealth 
and the future status of the nine Malay Sultanates have 
been tactfully left unmentioned. The Labour Party of 
Malaya is a member of the Asian Socialist Conference 
and sent two representatives to the Rangoon Con- 
ference in 1953. In 1954, a delegation from the Con- 
ference visited Malaya. 

Most of Malaya’s labor political leaders believe that 
democratic socialism, as well as the development of a 
strong trade union movement, cannot be vigorously 
pursued as long as Malaya remains under colonial rule 
and especially under the special conditions imposed by 
the Emergency. They say that to build a strong labor 
party they would have to oppose the British adminis- 
tration and urge their own program of social and 
economic reform in the strongest terms. This program 

8 See Federation of Malaya, Report of the Select Com- 
mittee Appointed to Consider the Trade Unions (Amendment) 
Bill, 1954, and Report of the Proceedings of the Legislative 
Council, January 20, 1955, Government Press, Kuala Lumpur. 

9 Towards «@ New Malaya, Information Bureau of the 
Pan-Malayan Labour Party, Kuala Lumpur, 1953. 
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in particular would be opposed by private British eco- 
nomic interests. Sooner or later they fear they would be 
labeled as Communists and become involved with the 
police. They therefore insist that independence and the 
lifting of the Emergency Regulations are prerequisite 
to the development of democratic socialism.”° 

Holding these views, labor political leaders have 
debated whether they should take government posts 
when the opportunity arises. This is actually a question 
of cooperation or non-cooperation with the British ad- 
ministration. Advocates of cooperation, arguing that 
more can be gained in the way of experience than can 
be lost by the stigma of participation in a colonial 
regime, have prevailed. Moreover, they say, non-coop- 
eration would be regarded as tantamount to rejection of 
the established constitutional framework and would be 
close to the Communist position. But individuals have 
differed on how far this cooperation should be carried, 
one view being that participation in government is 
justified only as long as it is used to challenge the 
government's sincerity at every turn. Most of those 
who hold this view believe that labor’s representatives 
thus far have been too cooperative with government 
and have not always been true to labor’s interests. This 
difference of opinion sharply divides labor political 


leaders. 


The Labor Parties 

The first labor party was formed in 1949 in Singa- 
pore, where constitutional progress toward self-govern- 
ment has been somewhat more rapid and the Emergency 
situation perhaps less pressing than in the Federation. 
Local labor parties began to form in the Federation 
in 1951 and 1952. These were loosely federated in the 
Pan-Malayan Labour Party, reorganized as the Labour 
Party of Malaya in 1954. The Singapore Labour Party 
and the Labour Party of Malaya are separate, relations 
between them being personal and informal. Neither 
party has any connection with the Malayan Trade 
Union Council or the Singapore Trade Union Congress, 
which are non-political bodies, although many labor 
political leaders are also M.T.U.C. or S.T.U.C. execu- 
tive officers. The labor parties have had only limited 
success in contesting elections which thus far have been 
mostly for local councils among small electorates. The 
best showing has been made by the Singapore Labour 
Party, which won a minority of seats on the Colonial 
Legislative Council and the Singapore City Council. 

The center of Malaya’s political stage for the past 
two years has been occupied by two other political 
groups in the Federation, the Alliance and the Party 


~ 40 This view has received support from abroad in the 
writings of F. G. Carnell, loc. cit., and of Victor Purcell in 
Malaya: Communist or Free?, London and Stanford, 1954. 
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Negara. The most contentious issue has been that of 
elections to the Federal Legislative Council. Debate on 
this question served to define fundamental differences 
between the two groups, particularly as regards the ap- 
proach to independence, and to give Malayan politics 
some (if perhaps only temporary) coherence. The Al- 
liance is composed of the United Malays National Or- 
ganization and the Malayan Chinese Association. It 
has very successfully exploited both national and com- 
munal sentiments. The Party Negara is the successor 
to the defunct Independence of Malaya Party. While 
the Alliance has usually opposed British policies and 
demanded immediate elections of a substantial ma- 
jority of members of the Federal Legislative Council, 
the Party Negara has cooperated with the British ad- 
ministration and favored a cautious approach to Coun- 
cil elections,™ 

The Labour Party has opposed both the Alliance 
and the Party Negara, although the nationalist appeal 
of the Alliance and the non-communal approach of 
Negara are considered praiseworthy. The Alliance is 
criticized as a communalist “marriage of convenience,” 
being used by political opportunists as a means to power, 
serving to perpetuate racial disunity and resolving con- 
flicting issues between Malays and Chinese by ignoring 
them. The Chinese partner of the Alliance is referred 
to as “capitalistic” and as containing elements of doubt- 
ful loyalty to Malaya. The leaders of the Party Negara, 
because of their close cooperation with the British ad- 
ministration, are labeled as “phony nationalists” and 
“British stooges.” The Labour Party also stands apart 
from the Alliance and Party Negara on social and 
economic questions, but these differences have not been 
clearly nor often stated. In spite of their opposition, 
Labour Party leaders have professed willingness to 
cooperate with all parties in working for early inde- 
pendence and at one time negotiations were undertaken 
with Alliance leaders. Although these came to naught, 
Labour Party leaders have continued to urge the forma- 
tion of an all-party national congress for independence. 

The Singapore Labour Party’s chief opponent has 
been the Singapore Progressive Party. The Progressives 
resemble the Party Negara in that they favor a cautious 
approach to self-government and have cooperated with 
the British administration. Labour Party leaders have 
attacked the Progressives as “capitalists” and as “care- 
takers of colonialism.” The constitutional reforms pro- 
posed for Singapore were not received with unanimous 
approval but by comparison with the Federation there 
has been much less controversy between the parties over 
the proposals. Both parties are regarded as “Malayan,” 
and no issue of communalism has been raised. 

11 The parties, their leaders and their conflicting view- 
points are described in Carnell, loc. cit. 
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The prospect of a majority of elected members in 
each national legislature and greatly expanded elector- 
ates brought about by the constitutional reforms has re- 
sulted in increased political activity. This is especially 
true of Singapore, which will have virtual self-rule in 
domestic affairs after the elections on April 2.° The 
Singapore Labour Party and the Progressive Party as 
well as a number of independent, non-party candidates 
will contest. In addition, several new parties have : - 
cently appeared. Two of these, the Labour Fr.” 
the People’s Action Party, have been forme? oy |: 
an effort to succeed the Labour Party (w':.' |... lost 
support because of inactivity and persona) 
and partly to exploit the suspected labor sympathies of 
many of the new voters. A third new party is the 
Democratic Party, thought to have the support of the 
Singapore Chinese Chamber of Commerce, which, al- 
though non-political, has nevertheless an interest in 
public affairs. A fourth new party resulted from a 
decision by Federation Alliance leaders to contest Singa- 
pore elections in association with the Singapore Malay 
Union. Some observers have expressed concern lest the 
multiplicity of parties result in no single party having 
a majority and lead to weak and complex coalitions. 


Problems of Multi-lingualism 

* Most of the parties favor a multi-lingual legislature, 
repeal or amendment of the Emergency Regulations, 
a fully elected Assembly, the uniting of Singapore and 
the Federation under one government and amendment 
of trade union legislation to permit unions to raise po- 
litical funds. The most contentious issue is that of multi- 
lingualism. In spite of the large majority of new voters 
who do not know English, the constitutional commission 
recommended that English remain, as in the past, the 
language of government in the belief that a multi- 
lingual system would be impracticable. Proponents of a 
multi-lingual legislature argue that English-speaking 
persons cannot genuinely represent non-English-speaking 
voters and that capable non-English-speaking persons 
will be kept from office. The issue is associated with 
the government's alleged efforts to control Chinese and 


12 The Colonial Legislative and Executive Councils will 
be repleced by a 32-member Legislative Assembly and a 
9-mnember Council of Ministers. Nearly 300,000 Singapore 
residents will elect 25 members of the Assembly to four year 
terms while the remaining members will be either ex-officio 
or appointed by the Governor. Six Ministers will be chosen 
from the Assembly (not more than one of whom may be an 
appointed member) by the Governor in consultation with the 
leader of the majority party in the Assembly. English will be 
the official language. The pertinent documents are: Colony 
of Singapore, Constitutional Commission Singapore (by Sir 
George Rendel), and Report of the Proceedings of Second 
Legislative Council, November 2, 1954, Government Printing 
Office, 1954. 
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other private schools and is thought by many to be part 
of a broad design to “Anglicize” Singapore. The Chinese 
Chamber of Commerce especially has demanded a multi- 
lingual legislature and has sought to mobilize public 
opinion on the question. The Progressives approve of 
the new constitution’s language provision, and thus ap- 
pear to stand against al! other parties. 

In the Federation, where Federal elections will prob- 
ably be held in July, there has not been as much ac- 
tivity as in Singapore."* The Party Negara in preparing 
for the campaign has tried to shake off the stigma of 
cooperation by opposing the British administration on 
some minor issues and by having some of its leaders 
resign from government posts. While reiterating their 
policy of non-communalism, Negara leaders have sought 
the support of the Malays and minority groups by play- 
ing on their feafs of the Chinese. Most persons, in- 
cluding some opponents, concede the election to the 
Alliance. With this in mind, the Malayan Indian Con- 
gress, Malaya’s third largest communal organization, 
is seeking to join the Alliance. The Labour Party has 
as yet (late in February) made no campaign prepara- 
tions and no new parties have formed. 


The Communist Party 


The position of the Malayan Comreunist Party re- 
quires some attention. Since 1948, the Party has not 
been able to identify itself with Malayan nationalism, 
nor does it appear that it has earnestly tried to do so. 
But apparently a belief that terrorism is not altogether 
profitable and the prospect of increased scope for po- 
litical activity as well as a climate of opinion which 
may perhaps be somewhat inaccurately described as 
tolerance of Communism, appear to have stimulated the 
Malayan Communist Party to revive the old tactics 
of the years 1945-1948. Although continuing their 
terrorist activities, the Communists now seem to be 
attempting seriously to associate themselves with all 
kinds of legitimate organizations and emerging popular 
issues and especially those of a real or potential political 


13 The constitutional reforms in the Federation are more 
radical than those in Singapore in that the Federal Legislative 
Council will move in one step from an entirely appointed body 
to one with a popularly elected majority. Nevertheless the 
reforms are not as extensive as those of Singapore. Fifty-two 
of ninety-cight members of an enlarged Legislative Council 
will be elected by an clectorate estimated to be about 1,250,000. 
The High Commissioner will consult the majority party among 
the elected members when making appointments to Executive 
Council posts. English and Malay will be the official lan- 
guages. See Federation of Malaya, Report of the Committee 
to Examine the Question of Elections to the Federal Legis- 
lative Council; Introduction of Elections to the Federal Leg- 
islative Council; and Report of the Proceedings of the Legisla- 
tive Council, June 23 and 24, 1954. ff. Government Press, 
Kuala Lumpur, 1954 


and nationalist character. If the Communists are in 
fact adopting such a tactic then there is an obvious 
danger not only to the aspirations of the labor parties 
but to the whole constitutional experiment. 

The present trade unions and labor parties are almost 
certainly not associated with or influenced by Com- 
munists, nor can it be readily discerned what course 
the Communists may follow with regard to labor. But 
there are several possibilities. One approach, apparently 
feared by the Government, would be to widen the exist- 
ing social and cultural gap between part of the union 
leadership and the members. The Communists may try 
to supply the leadership for organized as well as un- 
organized vernacular-speaking daily-wage workers. An- 
other approach would be to exploit the existing sense 
of frustration which possesses many of the best union 
and labor political leaders either in order to win them 
to Communist ranks or to associate them overtly with 
Communist causes and thereby involve them with the 
police. Either way, these persons would cease to be 
effective as actual non-Communist leaders. The Com- 
munists might also urge labor parties in office to adopt 
uncompromising positions on popular but perhaps un- 
workable measures and thereby place considerable stress 
on the new constitutions. The iabor parties are cap- 
able, however, of precipitating such difficult situations 
without Communist counsel. 

The precise role of the new unions and their leaders 
in the broadened scope for political activity cannot yet 
be clearly perceived. The unions have not supported 
nationalist, communal or Communist parties but neither 
have they given much support to the labor parties. They 
have, in fact, remained largely outside of Malaya’s 
recent political life. Memories of 1945-1948, official 
advice, lack of unity among union leaders, apathy, lack 
of franchise and failure of the labor parties to inspire 
support are some of the reasons for the unions’ relative 
political isolation. But they are not likely to remain 
much longer apart from politics. Should they fail to 
support the labor parties, individual unions will prob- 
ably cast their fortune with communal and perhaps 
Communist groups. Politics may become a more divisive 
force among the unions than it has in the past. 

Malaya’s labor parties have thus far faiied to fulfill 
the hopes of their proponents. The parties have not 
united the workers through political action nor formu- 
lated very clear or detailed programs for social and 
economic reforms. They have not effectively mobilized 
public opinion. Their representatives in government 
councils have only had limited success in presenting 
labor party views; in the Federal Legislative Council, 
Labour Party representation has been a failure.’* Why? 


~ 14 In 1954, the Labour Party of Malaya nominated two 
persons for appointment by the High Commissioner as the 
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‘It may seriously be argued that circumstances—po- 
litical and constitutional—were against the parties. 
Nationalism as expressed through the Federal elections 
question has been the overriding interest, and the Al- 
liance has reaped all the honors on this score. It is 
arguable that nationalism is not the labor parties’ forte 
and that their best opportunities will come when na- 
tionalism wanes and other issues come to the fore. This 
argument is plausible and acceptable although it ex- 
cuses some mistakes and failures. 

The trend of politics in the period 1945-1948, oc- 
casional events since 1948, the inclination of the ver- 
nacular press, the outlook of various youth and labor 
groups, and the climate of opinion gencrally—all sug- 
gest that there would be substantial support for a party 
of the Left in an expanded electorate. Moreover, the 
present political alignment is tenuous and likely to change 
once nationalism abates or if a victorious Alliance, 
sharing responsibility for government decisions, is un- 
able to retain control of its supporters. There are ele- 
ments in the Alliance and even in the Party Negara 
which might in time feel more at home in a party with 


Party's representatives on the Federal Council. On the Federal 
elections issue the Party decided to follow the lead of the 
Alliance and withdraw its two representatives from the Council 
if the Government refused to modify its stand on the number 
of elected members. The Government refused. The Labour 
Party representatives abruptly resigned from the Party on the 
Council floor. They were permitted by the Government to 
keep their seats in spite of objections by the Party. Thereafter 
the Party had no representation. 


socialist objectives. Any change may be to the advan- 
tage of a Left party. With the exception of the out- 
lawed Malayan Communist Party, no party or group of 
parties is sufficiently well-organized to take advantage 
of such a possibility. 

A party of the democratic Left will apparently have 
to be evolved from the present labor parties. To do this 
and in fact to survive the political turmoil of a self- 
governing Malaya, labor party leaders will have to sink 
their differences, begin to act according to their pro- 
fessed convictions, acquire some purpose and direction 
and organize intensively. Although the challenge con- 
fronts them, much will also depend on the British ad- 
ministration. While maintaining vigilance against Com- 
munist subversion, genuine liberal and democratic as 
well as nationalist elements must be given scope for 
expression. 

The best hope for the immediate future lies with 
the new constitutional arrangements, especially in Sing- 
apore. If the measures of self-government succeed in 
what they are designed to do (to encourage the growth 
of the party system) and in particular if they stimulate 
the labor parties into constructive action, then labor 
may yet realize its political potential in a democratic 
framework of government. In spite of many unhappy 
portents, democratic socialism still has many supporters 
in Malaya who believe that it can be made an effective 
answer to communalism and Communism and show the 
way to a Malayan national unity. Their belief has not 
yet been disproved. 


Foreign Participation in 
South Asian Enterprises 


BY DANIEL LLOYD SPENCER 


O*™ or THe Basic problems in the development 
plans of South Asian countries is that of obtaining 


foreign capital on terms acceptable to these newly in- 
dependent nations. Foreign capital and enterprise are 
accorded an important role in the development plans 
of the area but are usually regarded as acceptable only 
if they carry with them “no conditions explicit or im- 
plicit, which might affect even remotely the country’s 
ability to take an independent line in international af- 
fairs.’ Yet it is recognized that foreign funds and skills 
are so vital to economic development that some effective 
rapport with foreign interests is essential. Western private 
Mr. Spencer teaches in the Department of Economics at 
American University, Washington, D.C. 


1 India Planning Commission, The First Five Year Plan, 
New Delhi, 1952, p. 26. 
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interests are frequently impatient of restraints imposed 
on investors in newly independent countries, Public 
authorities and nationals of the South Asian countries, 
on their side, are often still too dominated by thoughts 
of centuries of colonialism and too filled with a con- 
scious mission to raise living standards by means of 
some elaborate plan to permit unhampered economic 
initiative by Western private investors. 

To meet this challenge, experiments in new forms of 
foreign enterprise and investment have been made all 
over the world. This article seeks to analyze some of 
these experiments in what may be called “mutua! par- 
ticipations” in the important region of South Asia. 

It is desirable first to classify some types of mutual 
participation. They may involve only private interests, 
only governmental interests or some combination of the 

9 


two. They may be a partnership between two interests 
or they may be multiple combinations involving quite 
diverse partners at different levels in different countries 
or they may vary in other ways. They may also be dis- 
tinguished according to the dimension of participation 
which may assume such shapes as equity shares, loans, 
patent rights, licensing, technical assistance and other 
contractual arrangements. Without elaborating a com- 
plicated classification scherne, this article will use the 
term, “joint enterprise,” to indicate combinations of 
private interests alone and the term, “mixed enter- 
prise,” for participations of a public-private nature.? 
“Composite enterprise” will be used to mean multi- 
lateral participation and the adjective “contractual” will 
be added to indicate a non-capital participation such 
as provision of technical or managerial supervision. 
The importance of mutuai participation between 
nationals cf India and foreigners has been made shown 
in an excellent study conducted some years ago by the 
Reserve Bank of India. As of June 30, 1948, India’s 
foreign. liabilities on account of direct investments 
amounted to $533 millions, or Rs. 254 crores (a crore 
being ten million), subdivided into three groups as 
follows: 
Partnerships controlled 
abroad $ 4.5 millions (Rs 
Branches of 
foreign firms 
“Controlled” Indian 
joint stock 
companies 
Total Direct 
Investment 


2.25 crores) 


$351.0 millions (Rs. 167.1 crores) 


$178.5 millions (Rs. 85.0 crores) 


$533.0 millions (Rs. 254.36 crores) 


The third, and (for this article) most interesting, cate- 
gory of direct investments amounted to $178.5 millions 
or one-third of all direct investments in India as of that 
date. Deducting those companies whose stock was wholly 
held abroad, we find 489 mutual participations having 
$87,591,000 of foreign holdings, this figure being about 
one-sixth of all direct investment in India. A distribu- 
tion showing the ordinary (common) shares owned 
abroad as a percentage of the total value of the or- 
dinary shares of mutual participation companies is 
given below in dollars:* 


2 “Joint enterprise” is found frequertly in current busi- 
ness usage while “mixed enterprise’ is a term well established 
in the European literature as meaning some public-private 
combination. For joint enterprise, see for example, “Industry 
Trend Gains to Joint Enterprises,” Journal of Commerce, 


Feb. 3, 1953, pp. 1, 9; Jan. 13, 1953, pp. 14-5; also Wall 
Street Journal, Jan. 7, 1953, p. 15; New York Times, Aug. 4, 
1951, p. 19. A review of the concept of mixed enterprise can 
be found in the author's article: “Mixed Enterprise as a Tool 
of Economic Development: India’s Contribution,” American 
Journal of Economics and Sociology, January 1955, pp. 139- 
161. 


BY VALUE (in U. S. Dollars) 


Percent 


Other Total of Total 


8,946 


10,311 
23,814 
19,992 


24,528 
87,591 


This may be compared with a similar percentage 
distribution by companies: 


BY COMPANIES 


interests U.K. 


0-19% 8,841 105 


20-39% 
40-59% 
60-79% 


8,358 
19,719 
17,493 


1,953 
3,150 
2,499 


80-99% 
Total 


22,638 336 
76,949 1,381 


1,554 
9,261 


Percent of 

capital 

held by 

foreign 

interests U.K. 


0-19% 182 


20-39% 58 
40-59% 73 
60-79% 43 


80-99% 63 ‘ 
Total 416 486 100.0 

It may thus be said that more than half of the value 
of foreign assets were concentrated in companies with 
foreigners owning 60-99 percent of the ordinary voting 
shares. By companies, only 30 percent were controlled 
from abroad by 60 percert or more of the holdings in 
foreign hapds; while 50.6 percent of the companies were 
dominated by the interests in India (foreigners holding 
39 percent and less). Though foreigners dominated on a 
value basis, this was balanced by the fact that numerous 
smaller concerns were controlled by local interests. The 
tendency toward balance of interest is still further 
brought out in the near equality shares class, 40-59 
percent, where about a fifth of the companies (19.2 
percent) and 27.2 percent of the value fell. Yet to the 
degree that value is the most important criterion, it is 
clear that the foreigners’ holdings were dominant. The 
not unexpected conclusion emerges that up to June 30, 
1948, for value investments, foreigners who went into a 
mutual participation scheme, usually took control of it. 

Some slightly later data on mutual participations 
are also available. According to a survey which came 
into the possession of (or was compiled by) the Ameri- 
can Consulate in Bombay, in the period between Indian 
independence (August 15, 1947) and the end of 1949, 
34 joint or mixed industrial enterprises with foreign 


3 Reserve Bank of India, Report on the Census of India’s 
Foreign Liabilities and Assets as of 30th June 1948, Bombay, 
1950, pp. 78-9. Converted to dollars at the rate of one rupee 
equals 21 cents. The Reserve Bank is now planning a second 
census covering the period since June 30, 1948. 
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Percent of 
capital 
held by 
foreign 
2 
118 
one 22.8 
50.8 
100.0 
US. Other Total of Total 
50.6 
-- 7 62 128 
5 15 93 19.2 19.2 
—_ 14 57 11.7) 
30.2 
40 


capital participation were established. The total capital 
involved was $58 millions (Rs. 277 millions). Foreign 
capital was 24 percent of total investment, a significant- 

ly smaller proportion than in the previous Reserve Bank 
survey. The following classification by national origin 
shows the percentage of foreign capital to total capital 
in each case.* 


U. K. 
Switzerland 
United States 
Canada 
Australia 
Total 
* Including one firm of unknown capital. 


This survey suggests that the percentage of foreign 
capital invested in each project is on an average much 
lower than before independence. This notion is strength- 
ened by the fact that there are more enterprises involv- 
ing technical assistance than those involving capital 
investment. 

In the same period it was estimated that there were 
41 contractual enterprises in which there was foreign 
technical collaboration without foreign investment. A 
combined list of all types of mutual participations (con- 
tractual and capital participations) showed the follow- 
ing geographical distribution of foreign interests:* 


The Consulate survey noted that there were 32 public 
authority participations involving either a_ technical 
assistance arrangement or capital subscriptions, but did 


4 U. S. Department of Commerce (Office of International 
Trade), Foreign Participation in Indian Industrial Projects 
since India’s Independence (based on a survey made by Paul 
Geren, Vice-Consul, United States Consulate General, Bom- 
bay), March 15, 1950. Rupees converted to dollars at rate 
of 1 rupee to 21 cents. The survey was based on data which 
also appear in Indian Finance (Feb. 25, 1950, p. 416) but 
the latter source is not as complete as the Department of 
Commerce study. 

5 Ibid. 
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not report these separately. These mixed emterpriscs or 
mixed contractual enterprises involved a total invested 
capital of $160 millions (Rs. 800 millions) as against 
$43 millions (Rs. 218 millions) invested in private 
concerns with foreign participations (joint enterprises 
or joint contractual enterprises). The mixed state com- 
binations were mainly in capital goods industries, while 
the joint enterprises are consumer goods industries. Ex- 
ceptions to this rule were the mixed enterprises Na- 
tional Newsprint and a rayon factory (Sirsilk). Al- 
ternatively, joint enterprises or joint contractual enter- 
prises include two chemical plants, two textile machinery 
manufacturing plants, a diesel engine project, a diesel 
trucks project and an electro-chemical plant. The Gov- 
ernment projects were larger, three of them exceeding 
$20 millions (Rs. 100 millions). It is worthy of note 
that foreign private companies often prefer to associate 
with local public authorities because of their greater 
capacity and credit worthiness.* 

In general, the data depict a progressive Indianiza- 
tion of investment but retention of foreign interests 
in some sort of mutual arrangement. This picture is 
confirmed by some figures in a recent study of India 
in the London Economist.’ British investors (who retain 
the lion's share of foreign investment in India) still 
hold large percentages in certain industries, as follows: 
tea (60.4), mining (28.9), jute (25.3) and coal (14.5). 
This study also notes that British and American in- 
vestors hold majority interests in rubber, petroleum and 
refining, but that most of the capital in Indian industry 
is now Indian-owned. It is estimated that the percentage 
of total investment owned abroad is now probably no 
more than 16 percent. 

The paragraphs below briefly describe some specific 
examples of mutual participation schemes in India and 
other South Asian countries, 

Atul, Ltd. This is a typical mutual participation in- 
volving an American entrepreneurial interest and In- 
dian entrepreneurs and financial interests. American 
Cyanamid has taken 10 percent of the paid-in capital 
of Atul, Ltd., an Indian company consisting of a dye- 
stuff and pharmaceutical plant at Bulsar near Bombay 
which began operations in March 1952." A similar 

6 Apparently foreign private enterprise considers govern- 
ment agencies in India better able than Indian private emter- 
prise to execute large projects using heavy capital. Foreign 


firms which wish to sell equipment to India and participate 
only to the extent of designing, erection and the instruction 
of Indian personnel in operation of equipment, are likely to 
prefer to deal with the Government of India because it can 
raise a large volume of capital and seems a good credit risk. 
Ibid. 

7 “India—Progress and Plan,” Econemist, Jan. 22, 1955, 
p. 18 of insert following p. 286. 

8 New York Times, Feb. 15, 1952, p. 29; Mar. 17, 1952, 
p-3. 
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Percentage of 
Total Foreign foreign to 
: Number Capital Capital total capital 
(im millions of dollars) 
33 
13 
33 
20 
24 
Country Number 
U. K. 31 
U. S. 24 
Switzerland 9 
Canada 3 
Italy 2 
Japan 2 
Australia 2 
Sweden 1 
France 1 
Total 75 


jointly by the Ahmedabad textile magnate, Kasturbhai 
Lalbhai, and American Cyanamid, with Indian bankers 
and businessmen putting up 90 percent of the Rs. 10 
million capital. It has been estimated that the plant 
will save India an estimated $500,000 a year in foreign 
in the early phases of production and even 
more as the plant moves toward full operation. Indian 
personnel of the plant have been trained in the United 
States to handle operations and will run the factory 
entirely on their own. 

Machine Tool Factory. A typical mixed enterprise is 
the Swiss-Indian Government machine tool project. 
Ocrlican Machine Tool Works of Zurich is investing 
10 percent of the capital and providing the technical 
know-how. The investment in the main factory and 
foundry alone was estimated at $25 million. The Swiss 
are to provide technical skills and key operation sched- 
ules and are to supervise production for twenty years 
from the date production starts. The project, the largest 
of its kind in Asia and one of the largest in the world, 
will go a long way toward producing most of India’s 
machine tool requirements.” 

Indian Telephone Industries, Ltd. This composite 
concern was originally set up as a government project 
in 1948 but was reorganized the following year as a 
three-way combination involving the Government of 
India, the State of Mysore and the Automatic Tele- 
phone and Electric Company of Britain. These partners 
have 70, 20 and 10 percent respectively of the stock, 
capitalized at Rs. 25 million. In addition there is an 
agreement between the Government and the British 
company for a fifteen-year period which gives the firm 
access to technical information of the British patent 
and use of all present and future patents. The directors 
are distributed in a 5:1:1 ratio of government, state 
and foreign company, the ex-officio chairman being 
appointed by the Government of India."” 

Ceylon Rubber. This Ceylonese multi-lateral compos- 
ite enterprise involves capital participation by four 
different interests: an American company (General Tire 
Corporation), a British company (C. W. Mackie), the 
Ceylon Government and private Ceylon investors. The 
percentage shares of capital are: General Tire (20), 
Government of Ceylon (20), C. W. Mackie (10), 
other private (50). Negotiations went on for three 


9 Indien Trade @ Sedieten, Lendon, March 9-23, 1951, 
p. 408. Economic Review, Calcutta, May 1950, p. 40. 

10 Indian Trade @ Industry, London, March 9-23, 1951, 
pp. 407-8. One source says the British company is the Standard 
Telephone and Cables, Ltd., the British associate of Inter- 
national Telephone. Journal of Commerce, Dec. 7, 1949, p.25. 


years and apparently the credit for promoting the deal 
goes to General Tire. It is an unusual arrangement, 
involving both American capital and the government 
of a developing country on a minority basis.” 

Enterprises in Burma. There are two important in- 
stances of mixed projects in Burma. The first, effected 
in December 1951 was a fifty-fifty partnership between 
the Government of Burma and the British Burma Corp- 
oration, a mining enterprise.’* These interests formed 
the Burma Corporation (1951) with two classes of 
stock (A and B) equally divided. Shareholders of the 
old Burma Corporation exchanged their stock on a 
one for one basis for shares in a newly formed British 
company, Burma Mines. This company, in turn, holds 
the private shares (B shares), of the new Burma Corp- 
oration, the operating company in Burinma, while the 
Government of Burma subscribes to all A shares. This 
agreement brought back into production lead and zinc 
mines which had long been inactive. 

The second example is a composite project of the 
Burmese Government and three British-owned oil com- 
panies (Burma Oil, the Indo-Burma Petroleum Com- 
pany and the British-Burma Petroleum Company) ,”” 
for a refinery with an initial capacity of 4,500 barrels 
per day covering domestic needs and an eventual capa- 
city of 10,000 barrels, which would permit Burma to 
regain her export trade in petroleum. The Government 
has a one-third interest with privilege of increasing this 
proportion to any limit if desired. The original agree- 
ment provided that neither the public nor private par- 
ties were under any obligation to provide capital beyond 
that needed to set up the initial equipment for the 
refinery. However, the three British companies made a 
joint payment of £750,000 to the new company “as a 
gesture of good-will.” Provision was made for a train- 
ing program of Burmese nationals in Burma and abroad. 

Pakistan Pipe Line. The Sui Gas Transmission Com- 
pany is a composite undertaking set up to transmit 
natural gas in Western Pakistan by a 350 mile pipe 
line to Karachi."* Fifty-one percent of the voting shares 
are owned by Pakistani interests, including the Pakistan 
Industrial Development Corporation, and 49 percent 
by British interests consisting of the Burmah Oil Com- 
pany and the Commonwealth Development Finance 
Corporation, itself a mixture of British private and 
— capital. Of the total capitalization of about 


" Capital, Calcutta, Sept. 13, 1951, p. 321; General Tire 
has also taken a minority interest with the Government of 
Isracl. Journal of Commerce, Feb. 9, 1950, p. 27. 

12 Financial Times, London, Dec. 27, 1951, p. 5. 

13 Times, London, Jan. 13, 1954, p. 6; Financial Times, 
London, Jan. 13, 1954, p. 9. 

14 International Bank for Reconstruction and Development, 
9th Annual Report, Washington, D.C., 1954, p. 17; Times, 
London, Feb, 5, 1954, p. 10. 
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scheme had originally been considered by Imperial 
Chemical Industries in collaboration with the Govern- 
42 


£9 millions, the International Bank for Reconstruction 
a £5 million loan. The British banks are participating 
to the extent of £645,000. Because of limited resources 
of coal and other industrial fuels in Pakistan, this 
project is of particular importance to the economic de- 
velopment of the country. 

Bombay Oil Refinery. Another type of Indian com- 
posite contractual enterprise which is perhaps the most 
important of all is provided by the Bombay Refinery 
and other oil industry projects. In the Bombay Re- 
finery 75 percent of the capitalization comes from 
Standard-Vacuum, the American participant. The 
other 25 percent was offered to Indian nationals, but 
the company had the privilege of buying up any stock 
not taken by private investors in India. This 25 percent 
is all preferred stock, the voting common stock being 
in the hands of the American company. This important 
enterprise was under negotiation between the Govern- 
ment of India and the Standard-Vacuum Oil Company 
for a long period before the agreement was concluded 
in 1951.%° The Government of India entered into an 
agreement with Standard-Vacuum through an “ex- 
change of letters” which provided that the company 
should build this $35,000,000 refinery near Bombay. It 
accepted various conditions, notably a promise not to 
nationalize the plant for twenty-five years. The Govern- 
ment also guaranteed the availability of foreign ex- 
change for the annual remittance of profits in dollars. 
It exempted imports of crude oil from customs duty and 
the importation of capital equipment for the plant was 
given special low tariff rates. The Company will train 
Indian personnel and make by-products available for 
subsidiary industries in India. Five hundred thousand 
dollars is to be spent by the Company for a housing 
project to house the Refinery workers. 

Caltex Oil Company and Burma Shell have subse- 
quently gone into similar oil refinery enterprises in 
India.** 

Steel Plants in India. Hindustan Steel, Ltd., is a com- 
posite enterprise consisting of the Government of India 
and a German combine of two private steel companies, 
Krupps and Demag. The initial capital is 500 million 
rupees with an authorized capital of twice this figure. 
The public authority subscribes Rs. 400 million and 
provision is made to keep this ratio of 4:1 in the share 
capital constant as subsequent issues are made. It is 
contemplated that much of the later funds will be raised 
as loan capital and the International Bank for Recon- 
struction and Development is expected to play the 
role.’ The Germans are to act as consultants both in 


15 New York Times, Dec. 1, 1951, p. 1. 
16 Ibid., Dec. 16, 1951, p. 13. Journal of Commerce, March 
18, 1952, p. 18. 
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the construction and operation of the plant whose 
initial capacity is put at about a million tons. A similar 
steel project between Japanese interests and India had 
long been under consideration but apparently was aban- 
doned in favor of the German combination." Other 
steel plants to be built with the assistance of British 
and French interests have been discussed and an agree- 
ment between Soviet Russia and India to set up a «il- 
lion ton plant in central India has recently been con- 
cluded.” Though this agreement is still subject to 
Indian approval of the technical details, the scheme 
calls for a $91 million cost to India to be paid for in 
twelve annual installments at a modest 2.5 percent in- 
terest. It has been estimated that the total cost of the 
Russian-built plant would be about $200 million or 
more than twice what India will pay. This represents 
Russia's bid to show Asia that she can supply industrial 
projects and may be looked on as a Russian answer to 
these mutual participations which are breaking the 
deadlock of foreign investment from the West. With 
all these new steel enterprises, India plans to raise her 
steel output from its present 1.5 million tons to 6 
million by the end of the Second Five Year Plan. 

Industrial Cvedit and Investment Corporation of 
India. This concern represents the crowning achieve- 
ment of the mutual participation principle thus far 
announced.” Private interests in three countries, two 
governments and an international public authority are 
involved in this big enterprise, Capitalized at an initial 
$36 millions, it has an authorized capital of $52 mil- 
lions and there is talk of a potential capital of $100 
millions or more. Private interests in India, Britain and 
the United States have subscribed $10 millions for the 
voting equity shares. The Government of India has 
invested $15,740,000 obtained from counterpart funds 
representing proceeds from the sale of a grant of steel 
by the U.S. Foreign Operations Administration, which 
may be considered a participant by having approved 
the use of these counterpart funds for this purpose. The 
Government of India receives special stock, not having 
rights to vote or receive dividends but having repre- 
sentation on the board of directors. Lastly the Inter- 
national Bank for Reconstruction and Development 
has agreed to make a $10 million loan to the new 
corporation. India, with a $7,50,000 commitment, has 
a group of five top-level industrialists and financiers 
handling her s!.’e. The British investors include some 


17 Indiagram, Embassy of Washington, D.C., No. 
356, Dec. 23, 1°53, p. 2. Economix, London, Sept. 26, 1955, 
p. 846. 

18 Journal of Commerce, Aug. 11, 1952, p. 23; Wall Street 
Journal, Dec. 10, 1952, p. 9. 

19 New York Times, February 3, 1%55, p. 4. 

20 Ibid., Nov. 28, 1954, Section ITI, pp. 1, 7; Dec. 23, 1954, 
p. 30. 


Eastern exchange banks, several insurance companies 
and industrial concerns and the Commonwealth De- 
velopment Finance Corporation. Their share is $2.1 
millions. The U. S. investors, who have taken $1,050,000, 
are the Bank of America, Rockefeller Brothers, Olin 
Mathieson Chemical Corporation and Westinghouse 
Electric International Corporation. This company, which 
took some years to arrange, will make equity invest- 
ments and loans, underwrite and distribute issues and 
provide technical assistance to industry. it is believed 
this company will do a great deal to stimulate private 
industrial development which, in contrast to the re- 
markable progress in agriculture under the Indian Five 
Year Plan, bas persistently lagged. 

What is the contribution, beth actual and potential 
of these mutual participation schemes as, first, a channel 
for the flow of Western enterprise and investment to 
underdeveloped countries, and second, as instruments 
for international cooperation and relief of tension in the 
world economy? 

The available data reveal that these combinations 
were not a major channel in the colonial period and 
later evidence suggests that they have not, with three 
important exceptions, eanalized large amounts of West- 
ern capital to South Asia. Is it likely that they will be 
important in the future? The answer will depend on 
the relative advantages to the participants. 

On the one side, Western capital gains distinct busi- 
ness advantages from participation. It establishes itself 
in countries where there may be great market possi- 
bilities. By associating with local interests, it may gain 
special advantages for important contracts, especially 
where a public authority is involved. Moreover, the 
Western company may establish a valuable additional 
outlet for products of its home plants. In a larger ‘sense, 
such mixed projects also mean steps, however small, in 
the direction of solving the present problem of Ameri- 
can overseas investment, and ideologically they advance 
the cause of Western free enterprise. 

Attitudes toward foreign capital as reflected in the 
plans of the leading South Asian country, India, are 
friendly but wary. In the much quoted Indian state- 
ments of 1948 and 1949 (and repeated in the First 
Five Year Plan) the policy was established that no 
nationalization of existing industries was contemplated 
and that new investment must take place on terms 
“mutually advantageous” to both foreign and domestic 
interests. As a rule, major interest and control were to 
be in Indian hands, but cach case would be “decided 
with due regard to the facts of each particular case.” 
Reaffirmation of these policy statements was made 
in a recent speech in the Lower House of Parliament 
by India’s Finance Minister in which he gave some 
hints as to the emphasis of the Seeond Five Year Plan.™ 
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He stressed that the new plan’s approach was to be 
pragmatic and not doctrinaire and repeated that foreign 
capital was very welcome in India. He recalled the 
Prime Minister’s assurance for reasonable remittance 
facilities and urged that the net gain to the country 
by sticking to this policy would be considerable. 

Response from private interests has in some measure 
tended to bear out the Finance Minister. Of the original 
target of $489.3 millions of private financing, $201.6 
millions have been achieved in the first three years of 
the first pian. The latest progress report of the plan 
estimated that $132.3 millions might be invested in the 
fourth year ending March 31, 1955.** This would leave 
$155.4 millions to be invested in the fifth year. As to 
the foreign capital contribution, an earlier progress 
report of the plan felt that the target of $210 millions 
might be 65 to 70 percent fulfilled under final or con- 
templated commitments.** Though private foreign in- 
vestment is at present lagging, such significant mutual 
participation projects as described above may provide 
an impetus to permit fulfillment of these goals for 
mobilization of private capital for development. 

For the recipient countries the advantage of mixed 
projects lies in the infusion of Western technology, 
business efficiency and productivity. First, there is en- 
gineering and managerial know-how which may vary 
from a simp!e contract to full control and operation of 
the enterprise. Coupled with technical assistance is the 
provision of machinery and technical equipment. Fre- 
quently the minimal capital share of the Western 
partner represents shares given in return for providing 
machinery. Access to special knowledge such as patents 
is also often included. A second major benefit is the 
training of personnel provided for in most agreements. 
This is usually on-the-job training but frequently in- 
cludes sending local engineers to the country of the 
Western partner for study in their plants. It is worthy 
of note that India’s mixed projects are diversified by 
country as well as industry so that India will not be 
overly influenced by any single foreign industrial tra- 
dition. Thirdly, there are financial advantages to the 
receiving country. Less capital must be mobilized lo- 
cally, no mean advantage in a capital-poor country. 
Finally, domestic investors, who have all too frequently 
been disinclined to invest their capital locally, may find 
that an enterprise backed by a large foreign company 
of international reputation will stimulate domestic capi- 
tal mobilization as nothing else can. 


21 The Hindu, Weekly Review, Madras, December 27, 
1954, p. 4. 

22 India. Planning Commission. Five Year Plan Progress 
Report for 1953-4, New Delhi, September 1954, p. 164. 

23 India. Planning Commission. Five Year Plan Progress 
Report, 1951-2, 1952-3, New Delhi, May 1953, p. 84. 
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The Philippine Cooperative 
Movement il 


BY DONN V. HART 


CCFA’s present HEAD, Colonel Osmundo Mondo- 

fiedo, inaugurated a five-year plan early in 1955, the 
goals being: (1) establishment of 300 cooperative mar- 
keting associations that in five years can stand on their 
own; (2) systematic financing of 100,000 farmers com- 
posing the membership of these cooperatives; (3) trans- 
fer of 30 percent of the control of distribution of agri- 
cultural products to producer-controlled and -operated 
cooperatives; (4) increasing the output and/or aver- 
age income of 100,000 farmers by 30 percent; and (5) 
increased storage facilities.** For this fiscal year, ACC- 
FA plans to construct 95 warehouses with a total storage 
capacity of 3,540,000 cavans; FOA dollar assistance is 
being extended to this warehousing project.** 

Under Act 821, fifteen farmers suffice to form a co- 
operative, but ACCFA requires a membership of 200 
farmers before accepting a new organization for affilia- 
tion. A Board of Directors of five to eleven members 
is elected from among the members; each barrio is to 
have a seat on the Board. If there are more than eleven 
barrios in a municipality, and only one cooperative may 
be organized in a municipality, adjacent barrios com- 
bine to form a district which elects one Board mem- 
ber. Each barrio or district also elects two members of 
a local Loan Committee which assists in screening ap- 
plicants for membership, loan applications, and assists 
in collection. Cooperatives must be joint stock associa- 
tions, one share costing from $2.50 to $5. Only mem- 
bers who have purchased stock or contributed capital 
to a Cooperative Marketing Association may vote. 

Loans made to individual members of the association 
are strictly supervised by ACCFA. All loans for pro- 
duction purposes, improvement of farms and expansion 
of agricultural activities must be budgeted with ex- 
penses itemized. In the past agricultural loans have 
been used for fiesta expenses or other non-agricultural 
purposes. Loans to individuals are made only to mem- 


Mr. Hart teaches at the Social Science Foundation, University 
of Denver. The first part of this article appeared in the 
February issue. ACCFA stands for the Agricultural Credit 
and Cooperative Finance Administration. 

25 Majul, Joseph, “The ACCFA Story,” The Cooperative 
Farmer, September 1954, p. 39. 

26 Mondofiedo, Osmundo, “5-Year Program of Farm Co- 
operative and Credit Development,” The Cooperative Far- 
mer, September 1954, pp. 5-7 and October 1954, pp. 8-9, 37. 
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bers of ACCFA-affiliated associations; the cooperative 
collectively guarantees membership loans and serves as 
a collection agency. No lozn over $1,000 is made to 
an individual farmer. Five percent of every crop loan 
is withheld and converted into ‘stock in favor of the 
borrower. In this manner ACCFA hopes to increase 
the cooperative’s capital. For the fiscal year 1954-55, 
ACCFA proposes to lend $15,500,000 with the money 
coming from government appropriations, PHILCUSA- 
FOA, RFC, PNB, and other private banks. 

If a small farmer wishes a loan, he applies to his 
barrio Loan Committee which makes a final recom- 
mendation (on the basis of the applicant's tenure status, 
possession of work animals, previous indebtedness, fam- 
ily consumption of rice, etc.) and then submits its re- 
commendation to the Loan Committee of the local co- 
operative’s Board of Directors. If the loan is approved, 
it is forwarded to the provincial ACCFA office. From 
the provincial office, loan applications go to ACCFA's 
Manila headquarters where they are screened and sent 
to the Loan Committee of the Board of Governors who 
make the final decision. The Administrator may ap- 
prove loans to cooperatives not exceeding $15,000, with 
the Board's ratification; loans for a larger amount must 
be submitted to the Board for final action, After ap- 
proval, the applications are sent to ACCFA’s Legal Di. 
vision for preparation of the necessary papers prior to 
release. Schedules are prepared for the release of por- 
tions of the approved loans according to the borrower's 
needs. Except for emergency loans the entire sum of 
a loan is not released at one time. 

ACCFA makes “facility loans” to cooperatives to 
help provide essential facilities—warchouses, grain ele- 
vators, threshing machines, and rice mills. A coopera- 
tive may also lease needed equipment under terms ac- 
ceptable to the ACCFA, If the facility is made of ce- 


_ ment or steel, the loan is based on its full value; in- 


terest is 8 percent per annum, payable in 10 annual in- 
stallments. If the facility is made of lighter materials, the 
loan is based on 80 percent of its value at 8 percent 
interest but must be paid in five yearly installments. 
Four types of loans are made to individual members 
of ACCFA-affiliated cooperatives: for farm improve- 
ments; for crops or production; for emergencies; and 
commodity loans." They are intended to furnish the 
small farmer with credit for recurrent needs which he 
would otherwise have to obtain at usurious rates. 
Today rice is the only commodity on which this type 
of loan is extended, although the plan is to extend it 
to corn and peanuts in the near future. One problem 
of the small farmer is that he usually must sell his 


26a In February 1955 ACCFA eliminated “emergency 
loans” and reduced interest rates on the others which now 
are: farm, 7%; crop, 7%; and commodity, 6%. 


palay (unhusked rice) at harvest time when the price 
is low because of its abundance. Often during the 
planting season small farmers may contract to sell palay 
at a stated price to moneylenders and other middlemen 
for an advance of money necded for subsistence. The 
buyers store the palay after the harvest, selling only 
when the price rises and sometimes withholding sup- 
plies to force up the price.” 

The commodity loan furnishes the small farmer with 
credit at a time when he needs it; he can wait until 
prices rise after the harvest and sell his crop at a 
greater profit.” In this manner, the Philippine Gov- 
ernment hopes to reduce the control of aliens, largely 
Chinese, over the marketing of agricultural products. 
(Cooper estimated that 65 percent of the buying and 
selling of agricultural products is controlled by aliens 
in the Philippines. ) 

In rural areas death, marriage, or baptisms require 
considerable expense for clothing and feasts. Often a 
barrio family will kill a needed work animal to obtain 
meat for a funeral feast or will mortgage land for the 
bride-price for their son’s wife-to-be. Some may dep- 
recate such practices as wasteful, but they are an in- 
tegral part of rural life. Small emergency loans enable 
the farmer to raise funds for these common crises with- 
out resorting to more costly methods. 

Warehousing is a key factor in ACCFA’s program, 
storage facilities being needed for the successful opera- 
tion of its loan system. It is estimated that $8,000,000 
a year is lost by spoilage, excessive shrinking, and de- 
struction of palay by weevils and rats, because of im- 
proper storage. Recent estimates state that only one- 
fifth (others say one-tenth) of Philippine annual palay 
production (about 59 million cavans) can be stored 
in adequate warehouses. By August 1954 ACCFA had 
financed the construction of 11 warehouses with a total 
capacity of 230,000 cavans; 20 warehouses and two 
grain elevators, with a total capacity of 615,000 cavans, 


27 It should not be supposed excessive profits always re- 
sult. Prewar studies made in Nueva Ecija show that after de- 
ducting the amount paid for palay, costs of milling, handling, 
transportation and selling, the margin of profit was only 2.6 
percent of the wholesale price. Such studies indicate the stiff 
competition which cooperative marketing associations must 
face. 

28 In procuring a commodity loan the farmer delivers his 
palay to a co-op or bonded warchouse; he is issued a ware- 
house receipt; he then applies for a loan with his receipts, 
executing a promissory note, pledging to repay the loan in 120 
days; if the borrower has an outstanding crop lean with 
ACCFA the amount of indebtedness is deducted from the pro- 
ceeds of the loan; interest is collected in advance and the 
loan is settled when the borrower's palay is finally sold. The 
sale of the palay deposited in the warchouse may be made 
when the depositor desires, although AOCFA may advise sale 
at an opportune time. 
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are now under construction.” Most of these warehouses 
are equipped with rice mills. 

ACCFA plans to establish home canning factories, 
fiber decorticators, hollow-block making equipment, 
and other facilities for increased industrialization of 
Philippine agriculture. These will be operated by co- 
ops and established in localities where raw materials 
are available, thus providing new and steady employ- 
ment for small farmers. This aspect of ACCFA’s pro- 
gram is still largely on paper; at present the agency 
lacks the funds and detailed knowledge required for 
expert diversification. 


Educational Program 


Previous attempts at cooperative organ‘zation have 
been hindered by insufficiently trained personnel and 
a lack of understanding of the movement by the small 
farmer, but under ACCFA, 5 percent of the net profits 
of each co-op is devoted to educational purposes. The 
educational program is organized on two levels: train- 
ing of personnel to be employed by ACCFA, and in- 
struction in the organization of cooperatives. 

To meet the need for trained personnel ACCFA has 
held two seminars in Manila. Of 537 enrolled at the 
first seminar, 72 percent passed the final test but the 
shortage of personnel made it necessary to hire many 
who failed. About 700 attended the second ten-day 
seminar held in 1954. Other seminars are to be held 
for advanced training groups, cooperative managers, 
and public school teachers. To reach the cooperative 
membership provincial seminars will be organized 
through the cooperation of the Bureau of Public 
Schools along with educational programs in rural read- 
ing centers. But educational activities will need to be 
more comprehensive than brief seminars or mimeo- 
graphed bulletins on accounting, and diffused programs 
dependent on an already overburdened school curricu- 
lum and teaching staff. Success in this area of opera- 
tions will depend largely on the spread of literacy. 

It is too early to predict accurately ACCFA’s future; 
that its path will not be smooth is certain. Its short 
life has already been beset with crises that led to the 
resignation of its first director, Vicente A. Araneta, ap- 
pointed in January 1953. Whereas ACCFA was capital- 
ized at $50 million, only a portion of this amount has 
been released by Congress. In April 1954, ACCFA sus- 
pended its lending operations pending the release of ad- 
ditional funds by Congress. Up to that date about 90 
percent of ACCFA’s 1953 loans had been repaid in 
palay and in cash, but funds were unavailable for new 
loans until the grain had been sold.*® In July, President 
Magsaysay authorized the release of $5 million out of 
“29 Manila Daily Bulletin, September 28, 1954, p. 9. 

30 Ibid., June 4, 1954, p. 1. 
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the $15 million appropriated by Congress under Re- 
public Act No. 990 and the FOA has authorized 
$438,996 for ACCFA during the fiscal year 1954-55. 

Charges of irregularities during Araneta’s administra- 
tion were reported by Manila newspapers, One news- 
paper published a story that ACCFA had loaned money 
“to people [in Tarlac] who did not have a kernel of 
palay in the co-op warehouse.”*' Vested interests have 
been active in opposing ACCFA. In Pampanga some 
landlords have tried to block ACCFA’s organization of 
local cooperatives; “They even hold demonstrations in 
barrios to wean away farmers from the ACCFA and 
to return to the old system.”** Many tenant farmers 
are caught in a painful cross-fire between landowners 
and ACCFA. 


“Let us say we are members of a cooperative,” one organ- 
izer said in Talavera. “So we file our papers, prepare mortgages, 
fulfill everything called for by law to become members of the 
cooperatives. Between the time that our applications are filed 
and the time we get our loans, there is often a period of 
waiting during which some of us are unable to get subsistence. 
If we go to our landlords, they tell us, “Why don’t you see 
the ACCFA’; and if we see the ACCFA, they tell us we must 
wait. Of course, this period may soon become shorter, but for 
the present, it is still working difficulties on us.”** 


Several large Suying combines in Manila, allegedly 
dominated by Chinese, have sent agents and buyers to 
rural areas, discouraging farmers from continuing ACC- 
FA membership. These agents have been described as 
driving by fields where farmers were working and wav- 
ing cash at them, offering to buy their palay deposited 
in warehouses.** 

It is hoped that ACCFA can shorten the period be- 
tween a loan application and its award, decrease the 
amount of paper work and inspection required. As the 
various co-ops become more stable and efficiently or- 
ganized, a gradual process of decentralization should 
be encouraged. Responsibility and authority should not 
be monopolized permanently by ACCFA, but shoul: 
be gradually distributed among the co-ops. 

Another difficulty ACCFA faces is calculating loan 
budgets to farmers. Since accurate data on the cost 
of producing a cavan of palay are lacking, a reliable 
figure of the value of work a farmer places upon labor 
in cultivating rice is difficult to set. ACCFA is now 


31 Ibid., April 29, 1954, p. 1, 15. 

32 Ibid., July 22, 1954, p. 16. 

33 Chanco, Mario P., “Average Tenant-Land in Luzon,” 
Manila Daily Bulletin, August 16, 1954, p. 2. A farmer in 
Cotabato valley, Mindanao, wrote that many small farmers 
prefer PNB loans because they are able to get a cash loan 
more quickly than through ACCFA. Bayan, Jul B., “Credit 
for Needy Farmers,” Philippines Free Press, September 26, 
1953, p. 39. 

34 Philippines Free Press, September 26, 1953, p. 39. 
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conducting studies to overcome this basic problem.” © 

The cooperative aspect of rural Filipino life is a 
controversial subject, mainly because of lack of infor- 
mation. One Filipino educator writes that “another per- 
sonality trait which dominates the group life of our 
people is cooperativeness,”™ but another Filipino speaks 
of the “Filipino’s incapacity for business,” and his in- 
dividualistic nature.*" The cooperative aspect of barrio 
life was more vital and widespread in the past than 
today, yet the cooperative movement was largely a 
failure. Communal cooperative activities once associated 
with a barter economy are disappearing with the 
spread of a money economy in contemporary rural 
Philippines. In many cases, it is cheaper today to hire 
labor than fulfill the traditional remuncration of co- 
operative assistance—meals, drink, entertainment, etc. 
Population increases have led to smaller farms that 
can be managed by family labor. In southern Negros, 
where the writer made a community study, the people 
gave this as the main factor for the decrease of co- 
operative agricultural activities. 

President Magsaysay has said that one hindrance 
to his various rural improvement programs is the tra- 
ditional lack of confidence of the barrio people in 
their government™ but his own tremendous popularity 
among the rural population, his frequent inspection vis- 
its to the barrios, and his sincere desire to help the 
people probably have eliminated much of this feeling 
during the past two years. 

On the favorable side of the ledger are such factors 
as the agency's rediscounting facilities (borrowings from 
the banks are five-year and one-year notes at 2 percent 
interest), a better-defined government policy toward co- 
operatives, a modest yet steady expansion of warehous- 
ing facilities, a more realistic loan system, a recognition 
that small farmers cannot furnish security demanded by 
commercial institutions, the training of managerial 
personnel and increased emphasis on improved account- 
ing.** According to Ray G. Johnson, Chief, Agricultural 
Division, FOA, cumulative dollar assistance to ACCFA 
up to June 30, 1954, totalled approximately $960,000. 
Dollar assistance planned for ACCFA during the fiscal 


35 Manila Daily Bulletin, October 13, 1954, p. 15. 

36 Panlasigui, Isidoro, “The Psychology of the Filipino 
People,” Philippines Armed Forces Journal, September 1954, 
p. 24. 

37 Razon, Benito, Cooperatives and Philippine Economy, 
National Trading Corporation, Manila, 1940, p. 32. One fac- 
tor for the growth of Japanese fisheries in the Philippines 
prior to World War Il was the inability of Filipinos to co- 
operate. Herre, Albert W. C. T., “Philippine Fisheries and 
Their Possibilities,” Far Eastern Quarterly, February, 1954, 
p. 159. 

38 New York Times, March 29, 1954. 

39 ACCFA: 2nd Annual Report, Fiscal Year, 1953-1954, 
Manila, Bureau of Printing, 1955, 29 pp. 


47 


| | 


year ending June 30, 1955, totals about $280,000. In 
addition, about $2,000,000 has been made available 
to ACCFA from counterpart funds of the FOA- 
PHILCUSA assistance program ($1,750,000 for lending 
purposes and about $250,000 to defray a part of the 
initial administrative overhead costs) . 

If ACCFA can furnish reasonable credit to small 
farmers without the security requirements now de- 
manded by commercial banks, provide more adequate 
warehousing facilities, and set up an effective market- 
ing system, a significant advance will be made toward 
improving rural conditions, In 1950 about 21,300 agri- 
cultural loans (totalling about $66 million) were made 
by Philippine banks. Most of the 1,600,000 farmers had 
to rely on landlords, merchants, rice millers, and money- 
lenders for credit, mostly at excessive interest rates. A 
recent survey of five central Luzon provinces showed 
that 92 percent of tenant farmers borrowed during the 
crop year, 1951-1952, and that loans frequently bore 
interest rates exceeding that prescribed by law. The 
report states: “The farmers sampled [749] in central 
Luzon borrowed chiefly from landlords, merchant- 
moncy lenders and relatives. A few loans were obtained 
from neighbors, but none was reported from any 
bank.”’*° 

A successful ACCFA can furnish small farmers with 
two badly needed resources: capital to increase and ex- 
pand agricultural production (nearly one-fifth of the 
total farm land is not now in use) and organization 
resulting in a better bargaining power. ACCFA, as part 
of Magsaysay’s larger program, promises a_ possible 
rural renaissance in the Philippines. It remains to be 
seen whether the ACCFA will develop into a sturdy 
organization or perish from the weaknesses which made 
past attempts ineffective. 


postwar revolt. There are some fascinating but hardly sub- 
stantiated biographical sketches of Lai Teck (Loi Tak) and 
Chen Ping—two very important Malayan Communist leaders— 
along with a novel, if highly improbable, analysis of the now 
famous Comrade Wright “Incident.” 

Mr. Miller is more than satisfied with British attempts at 
putting down the seven-year rebellion and he makes a strong 
case on behalf of the former High Commissioner, maintaining 
that it was General Templer’s “military brilliance and his dy- 
namic personality” that “produced wonders” in the Malayan 
anti-Communist campaign. 

Although Mr. Miller feels that the British are now doing 
everything possible to curtail the rebellion, his report is not 
without its criticism of past policies. He aptly points out that 
the war there has proved to be a professional graveyard for 
a number of highly regarded British military leaders and 
statesmen, such as Sir Edward Gent, Major General Charles 
Boucher, Lt. General Sir Harold Briggs and Commissioner W. 
N. Gray. 

The author does not always use adequate critical judgment 
in reviewing either Malayan Communist Party or British in- 
telligence documents. All too frequently, these “raw mater- 
ials” are taken wholly at face value. For example, he accepts 
without question the astronomically high figure of 37,000 as 
the strength of the Malayan Communist Party in 1939 (p. 31), 
where it was probably no greater than one or two thousand. 
It is regrettable that he does not cite his sources on con- 
troversial points and that the journalistic style detracts from 
the worth of the book for the serious student. 

New York GENE Z. HANRAHAN 


NEW IPR PUBLICATION 


Minorrry Prostems in Soutmeast Asia. By Virginia 
Thompson and Richard Adloff. Stanford: Stanford 
University Press. April 1955. About 270 pp. $4.00. 

A detailed study of the minority groups in Thailand, 

Burma, Indochina, Malaya and Indonesia including the 

Indian and Chinese minorities and the indigenous 

minorities such as the Eurasians, the Arakanese, the 

Malays of south Thailand and the Ambonese. 


40 Rivera, Gencroso F., and McMillan, Robert T., An Eco- 
nomic and Social Survey of Rural Households in Central Lu- 
zon, Cooperative PHILCUSA-FOA Research Project, Manila, 
June 1954, pp. vii, x and 101. 


BOOKS ON THE PACIFIC AREA 


COMMUNIST MENACE IN MALAYA. By Harry Miller. 
New York: Frederick A. Praeger. 1954. 248 pp. $3.50. 


This is a journalistic account of the jungle war in Malaya, 
written by an experienced correspondent for the Singapore 
Straits Times. The author has drawn extensively upon his 
personal ebservations over a period of five years in Malaya, 
augmenting these wherever possible with interviews and re- 
search in newspaper and police files. A brief resumé in the 
Spening chapters on the origins und carly history of Malayan 
Communism is followed by a more detailed account of the 
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